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mericans enjoy a wide vari-
A ety of processed food prod-

ucts from around the world,
such as French wines, Danish hams,
Chilean processed fruits, Swiss
chocolates, and Colombian coffee.
Similarly, consumers in foreign
countries enjoy a variety of U.S.
products and, in some cases, U.S.
food brands are the leading local
brands in foreign countries.

U.S. participation in the global
market for processed foods, as both
a consumer and producer, is large
and growing (table 1). In 1993, U.S.
firms provided approximately $119.2
billion worth of processed foods to
foreign markets: $23.4 billion worth
exported from their U.S. operations
and $95.8 billion worth from pro-
duction in their plants abroad. For-
eign firms provided $66.9 billion
worth of processed foods to U.S.
consumers: $21.1 billion worth from
their domestic operations and $45.8
billion worth from plants located in
the United States. Both U.S. and for-
eign firms also used other arrange-
ments, such as licensing and joint
ventures, to provide processed foods
globally.

The U.S. role in processed food
markets has far-reaching implica-
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tions for U.S. food industries, farm-
ers who supply raw materials to
those industries, employees in those
industries, and ultimately the con-
sumers of the foods produced in
those industries.

Global Markets Benefit
Food Processors

Processed food firms seek foreign
markets to pursue growth opportu-
nities unavailable in the domestic
market, to spread risk through geo-
graphic diversification, and to capi-
talize on their investments in brand-
name products and technology. For
example, the relatively slow popula-
tion growth, maturity of the pro-
cessed food markets, and existence

Table 1
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of high domestic market shares lead
many U.S. firms beyond their do-
mestic market. Foreign markets pre-
sent greater growth potential and
the opportunity for U.S. firms to
gain from their competitive advan-
tages.

Firms can reach these foreign mar-
kets through exports, through li-
censing foreign companies to pro-
duce their products, or by locating
production plants abroad through
foreign direct investment. Foreign
direct investment refers to the own-
ership of assets in a business by a
foreign firm for the purpose of exer-
cising control over the use of those
assets (see “Direct Investment Is Pri-
mary Strategy To Access Foreign
Markets,” elsewhere in this issue).

U.S. Participation in Global Processed Food Market Is Growing

Outbound commerce:
U.S. exports
Sales by U.S. offiliates abroad

Inbound commerce:
U.S. imports
Foreign dffiliate sales in the
United States

Total
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Billion dollars

11.0 18.7 234
37.2 76.0 95.8
10.3 20.1 21.1
19.4 47.0 45.8
77.9 161.8 186.1
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Moving to the global market also
provides firms with opportunities to
reduce unit costs. Expanding pro-
duction allows firms to spread their
fixed costs for facilities and manage-
ment over a larger volume. Further
efficiencies may be gained from ac-
quiring supplies in greater quanti-
ties or through using existing pro-
duction technologies more exten-
sively. As firms increase in size, they
may also gain advantages in infor-
mation gathering and processing, in
transportation and distribution, and
in research and development.

In addition to the benefits from
participating in the global market,
U.S. processed foods firms face chal-
lenges. The introduction of foreign
products in the domestic market in-
creases the level of competition and
may limit price increases or even
cause price decreases. This puts
competitive pressure on domestic
firms to find innovative ways to
lower their costs or to create new
products. For example, Nissin, a
Japanese food processor, introduced
Cup Noodles, a dried ramen soup in
a cup, to the U.S. market in the
1980’s. With Cup Noodles, con-
sumers are able to make soup in
minutes simply by adding hot
water. The success of this product
led Campbell Soups to create a simi-
lar line of soups. Ultimately, the in-
creased competition could force less
innovative or poorly managed firms
to leave the market. Although indi-
vidual firms may suffer, the overall
efficiency of the entire industry im-
proves and product variety in-
creases.

Effects Ripple to
Wholesale and Retail
Operations

The food wholesaling and retail-

ing sectors benefit from both trade
in processed foods and foreign di-

rect investment in food processing
operations.

Wholesaling, almost by definition,
is an industry that operates on vol-
ume. This sector benefits from in-
creases in both exports and imports
by having more products to distrib-
ute to retail outlets at home and
abroad.

Food retailing benefits from in-
creased imports of processed foods.
To the extent that imports lower
prices and increase available prod-
uct variety, retailers” purchase costs
are reduced and their product
choices are expanded. Overall, an
increase in processed food exports
would probably be neutral for do-
mestic food retailers. Processed food
costs for retailers could decline if
food manufacturers passed to retail-
ers any reduction in unit costs
gained by increased size due to ex-
ports. However, the increase in for-
eign demand associated with ex-
ports could raise the prices that do-
mestic retailers pay for processed
foods.

Foreign direct investment in food
processing operations has a similar
impact on food retailing and food
wholesaling. To the extent that for-
eign-owned manufacturing plants
increase the volume of processed
food products, U.S. food retailers
and wholesalers will realize gains
from greater volume and variety of
products offered.

Foodservice Investments
Stimulate Investment in
Food Manufacturing

Globalization of the foodservice
industry occurs generally through
either foreign direct investment or
franchise agreements (see “The
U.S. Foodservice Industry Looks
Abroad,” elsewhere in this issue).
There is little international product
trade in the sector, except in selected
food ingredients and other supplies.
Much of what the major foodservice

May-August 1996
3

firms export is intangible: trade-
marks, logos, merchandising slo-
gans, quick service techniques, and
product consistency.

When U.S. foodservice firms in-
vest abroad, exports of some ingre-
dients and supplies may increase.
However, the overall impact is prob-
ably relatively small, primarily be-
cause labor constitutes much of the
operating costs of foodservice opera-
tions and, except for personnel en-
gaged in firm management, is sup-
plied in the host country. Investment
by foreign firms in U.S. foodservice
operations has a similar effect, with
possible minor increases of imports
of some supplies.

Ownership of foreign operations
in foodservice may induce owner-
ship of foreign operations in food
processing. Many foodservice firms
develop strong dependency relation-
ships with specific food manufactur-
ers. For example, as McDonald’s ex-
pands its foodservice operations to
new foreign markets, Keystone
Foods, one of their longtime U.S.
meat suppliers, follows by investing
in or building new meat processing
operations in or near those markets.

Impacts on Farmers
Difficult To Predict

While the impacts of globalization
on manufacturers, wholesalers, re-
tailers, and foodservice firms are
predominately positive, implications
for agricultural producers are am-
biguous. For the most part, U.S. pro-
ducers as a group benefit from ex-
ports of processed foods and from
foreign investment in the United
States. However, processed food im-
ports and U.S. investment abroad
can generate gains and losses to
agricultural producers, the net effect
of which is difficult to quantify.

Gains and losses from exports and
imports of processed foods are rela-
tively straightforward. If U.S. food
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manufacturers increase their exports
of processed foods, then U.S. pro-
duction increases. The increased
production of processed foods raises
the demand by food manufacturers
for the U.S. agricultural commodi-
ties used as ingredients. This, in
turn, can lead to an increase in total
revenue, which benefits U.S. pro-
ducers.

In a similar fashion, increases in
U.S. imports of processed foods may
reduce revenues to U.S. producers.
To the extent that imported foods
displace domestic products in the
marketplace, the demand by food
manufacturers for basic agricultural
commodities declines, thereby low-
ering revenues to producers. This is
a clear case of producer loss.

The overall effect of imports and
exports of processed foods on U.S.
agricultural producers is virtually
impossible to determine without a
detailed analysis. In general, how-
ever, because the annual values of
U.S. imports and exports of pro-
cessed foods are roughly equal, the
net impact may be relatively small.
The trend in recent years toward
faster growth in U.S. exports than in
imports suggests, on balance, that
U.S. trade in processed foods may
be increasingly beneficial to the farm
sector.

The effect of foreign direct invest-
ment on U.S. agricultural producers
is even more difficult to evaluate. To
the extent that a foreign investor
builds new processing plants or dis-
tribution facilities and uses local raw
materials, it is generally beneficial
for domestic producers. Like their
domestically owned competitors,
U.S. affiliates of foreign food manu-
facturers and foodservice firms need
agricultural commodities and inter-
mediate ingredients as inputs. Thus,
the addition of new facilities in-
creases the overall demand for agri-
cultural commodities, with the cor-
responding benefits to producers.

However, when a foreign concern
purchases an existing food process-
ing facility, producers could gain or
lose. If the foreign entity makes
changes in the facility that increase
processed food output, producers
could gain. Similarly, agricultural
producers could benefit if the for-
eign entity introduces new product
ideas or production, merchandising,
or distribution techniques that in-
crease the demand for U.S. agricul-
tural commodities. On the other
hand, producers could lose if the
foreign investor closes some produc-
tion facilities.

When U.S. food processors invest
in foreign operations, assessing the
net effect on U.S. agricultural pro-
ducers can be difficult. Foreign pro-
duction that results in a decline in
U.S. exports can harm U.S. agricul-
tural producers. To the extent that
U.S.-owned operations located
abroad substitute ingredients pur-
chased locally or on world markets
for U.S. agricultural commodities,
U.S. agricultural producers will lose.
However, if the U.S. affiliate in the
foreign country adds a complement
of U.S. ingredients to the agricul-
tural commodities purchased in the
host country, U.S. agricultural pro-
ducers benefit. This may occur be-
cause key domestic commodities or
ingredients are considered essential
to the foreign manufacture of the
American-style foods being pro-
duced and sold abroad or because of
a long established relationship with
a U.S. ingredient supplier. There are
many examples of U.S. firms contin-
uing to use U.S. agricultural ingredi-
ents in foreign production: Ocean
Spray’s use of U.S. cranberry juice as
a key ingredient in foreign-pro-
duced varieties of its cranberry-fruit
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drinks; overseas shipments of U.S.
citrus concentrate for use by foreign
formulators of Sunkist soft drinks;
and Hershey’s delivery of U.S.-pro-
duced chocolate syrup for use in for-
eign production of its candy bars.

Employees of the U.S.
Food Sector Are Not
Left Out

Employees benefit from the likely
increase in employment and wages
associated with exports of processed
foods. Food processing is a “value-
added” enterprise. Employees add
value to raw agricultural commodi-
ties through food manufacturing,
packaging, distribution, retailing,
and service functions. Typically, the
greater the value-added component,
the greater the employment share of
total production expenditures. Thus,
the domestic workforce benefits
more when U.S. firms export value-
added products, such as frozen
apple pies, instead of commodities,
in this case apples. There is also an
income multiplier—that is, income
earned by employees in the food
sector is spent in the local economy.

By contrast, there are often costs
to employment and employees’ in-
comes associated with food imports.
To the extent that the competition
from imported foods adversely af-
fects production levels of domestic
foods, employees in the U.S. food
sector could suffer in terms of
higher unemployment. This could
also result in downward pressure on
wages and, to the extent that either
wages or hours worked declines,
employees’ income levels could fall.

Employees of the U.S. food sector
can also benefit from foreign opera-
tions locating in the United States.
As with the demand for agricultural
ingredients, such inbound invest-
ment that results in a greater vol-
ume of products sold may increase
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the demand for workers. This, in
turn, can result in higher employ-
ment. Though this may be more
likely to occur with newly built
plants, it can also occur if foreign
firms acquire existing plants.

Consumers Get More
Variety

International commerce in
processed foods benefits consumers
both on the inbound side (imports
and inward foreign direct invest-
ment) and on the outbound side (ex-
ports and outward foreign direct in-
vestment). Enhanced selection is an
obvious benefit for consumers from
inbound foreign commerce.

Some foreign foods are imported,
but most are produced by U.S. firms
under contract or license from for-
eign firms or by U.S. affiliates of for-
eign firms. In the foodservice indus-
try, virtually all inbound commerce
is through foreign direct investment,

contract, or license. As with retail
processed foods, increased selection
of foodservice offerings is a major
benefit afforded consumers. Foreign
firms now own many foodservice
chains, such as Burger King, which
is owned by Grand Metropolitan,
PLC, in the United Kingdom or
Dunkin” Donuts and Baskin-Rob-
bins, both owned by Allied-Domecq
in the United Kingdom.

Consumer gains from outbound
foreign direct investment and for-
eign production under U.S. license
and contract are less clear, but
nonetheless real. Many firms can
gain economies of size by expanding
their operations abroad, thus lower-
ing per-unit costs for products sold
to domestic buyers as well as to for-
eign consumers.

The United States’ role as an inter-
national supplier of processed foods
is well established and should con-
tinue into the future. U.S. processed
food exports have grown steadily in
the past 5 years and were up by 12
percent in 1995. U.S. firms continue
to invest abroad, with new ventures
planned for Asia and Latin America.
While consumers generally gain
from trade and international invest-
ment, gains and losses for U.S. agri-
cultural producers are less clear and
depend on a variety of business con-
ditions.
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